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Abstract 


Islamic Finance and Investment Instruments Risks and Their Impact on 


Capital Adequacy of Islamic Banks According to Basel II Accord 


Prepared by: Musa Omar Mobarak 
Supervised by : 
Professor: Ahmad AI-Sa'ad 


This Study aims at getting acquainted with the risks of some Islamic 
instruments and their relationship with capital adequacy formula, (Credit 
Risk, Market Risk, and Operational Risk), represented by regulatory capital 
in the numerator and the three major risks in the denominator. Minimum 
capital adequacy requirement as determined by Basel Committee on 
Banking Supervision Accord, should not be less than 8%. The study is 
composed of three sections: 

Section one : Concepts and types of risk, Basel Committee's on Banking 
Supervision, the development of Basel I and Basel II accord which contains 
three pillars: 

Pillar I: minimum capital adequacy requirement. 

Pillar II: supervisory review process. 

Pillar III: Market discipline. 

The focus is on pillar I, discussing all it's components. 

Section two: Concepts and financial sources of Islamic Banks, and the 
reasons behind the new capital adequacy standard, i.e. 


the new standard issued in 1999 and its amendments till 2005. 


Section three: Some Islamic Financial Instruments and their application in 
Islamic Banks, as well as an analysis for identifying the Risk Profile of 
Islamic Banks in order to determine the relationship between these 
instruments to the Regulatory Capital taking into account the major three 
risks referred to in the minimum capital adequacy. 

Finally, the dissertation reached some conclusions proposed few due 


recommendations. 
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